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Dear Applioant:

We have considered your applicat;qn for recognition of
exemption from federal income tax unden section 501(a) of .the
Internal Revenue Code as an organization described in section

501(c) (3). Based on.the information submltted we have concluded

that you do not gqualify for exemption. under that. section.: The
basis for our conclusion is sat forth bielow. :

You were created on August 1, M99$ in the

Your articles of incorporation state that you are organlzed for

charitable, religious, educaticnal 4md 'scientific purposes as

defined in section 501(c) (3) of the Code and specifically.for the’
. | Y.

purpose of developing therapeytic techriiques, such as
to alleviate patients']neurologlc disabilities.

Your Form 1023, applioation foq Recognition of Exemption,
provides that your activitles will be'; to create comprehensive
therapy programs for individuals suﬁfering paralytic
disabilities, including biofaedbackland energetic acupuncture; to

research various therapies to reducq the suffering of pecple with,
paralytic disabilities; and to estahlish' emall therapy centers in-

key metropolitan areas throughout the western United Stateés.
I

In a supplemental letter datad;January 27, 1997, you. state

that will serve las the provider of referrals,.

equipment and training. | uNEEER physical ‘therapists
will spend about four months in an éxteénsive hands-on training

program learning the application of !the F equipment .
with jbefore corqmenc ng treatment of any

patients of the roject

You state that patient fees and charges will be
standardized, with base amounts predigcated on that of similar
pilot programs and justified by cost analysis. A minimum of 20
‘percent of your anmral fundraising income will be allocated
to the indigent. ;
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In a letter dated January 27, 1997, you state that yoh will
ljease commercial space for your project.!for three or four years.
You are also awaiting approval of your gxemption frém federal
income tax application before proceeding with a commitment: to a
physical location for your pilot facility. :

In addition, you state that youidonot have a feasibility
study, but once you have been approved for exemption from federal
income tax you intend to allocate rescurces to evaluate the
feasibility of your project. You are.alsc waiting until you are
exempt to draft management contracts| and patient/resident
contracts in accordance with state apd-federal law. ;

1
You also state that you will make the following
representations after you have raceived approval of your
application for exemption: '

1. Your rights as enumerated ih your By-laws and
Certificate of Incorporation are enforceable at law and in

equity;

2. You will nmot suffer or permit ithe physician Direétors or'.
officers (together with all success rs jand all subsequent’ .
designees) to financially bgnefit_ig any manner (except for :
reasonable compensation for service pexrformed or reimbursement
of monies used for your benefit), directly or indirectly,  because:

of their relationship with you; and|

3, You will expeditiously andgvigorously enforce all of
your rights in your organization and will pursue all legal and
equitable remedies to protect your interest in your assgets.

You have three membars on your |board of directors,

(medical director), (president), and
legal counsel), alsojprovide services. You state:
hat you will seek independent, pro inent civic leaders in the

community to serve on the board of trustees and that you *
anticipate having a board of ten members before construction on

your faecility begins. )

'

vYou do not bave a conflict of interest policy or a-
physician’s handbeck but you intend! to! draft and adopt a policy
and a handbook once approval of your application has been
granted,

although you have a medical director, you have not drafted
any physician-employee contracts nor paid any compensation. You'
plan to establish an independent compensation committee, . .
consisting of members thoroughly familiar with compensation of
physicians, medical staff, and charitable organizations in

Ly
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general. The independent compensatibﬁ committee will be ﬂormad 1
before any operations have begun or any; compensation paid. Cel

You plan to raise funds from fees,; an annual fundraising :
dinner, contributions from individuals,' and various other ievents. | .
such as walk-a~thons, golf tournaments, and raffles. Youldo not |-
plan to usa any form of bond structure to fund your activities.

Section 501(a) of the Internal Revenue Code provides for the:
axemption from federal income tax of organizations described in
section 501(c)(3). Section 501(c) (3) describes organizations
which, among others, are organized and operated exclusively for
charitable purposes, no part of the net earnings of whichiinures
to the benefit of any private shareholder or individual.

section 1.501(c) (3)~1(a) (1) of ithe Income Tax Regulations
provides that in order for an organﬂzation to be exempt under
. section S501(c)(3) of the Code it must be both organized and
operated exclusivaly for one or more of the purposes specified in:
such saction. If an organization fdild to meet either the '
organizational test or the operational itest, it is not exempt.

Section 1.501(e) (3)-1(b) (1) (i) (a)<(b) of the regulations
provides that an organization is organized exclusively for one or!
more exempt purposes only if its articles of organization; limit
the purposes of such organization to one or more exempt purposes
and the articles do not expressly e@poﬂar the organization to '
engage, otherwise than as an insubstantial part of its
activities, in activities which in themsalves are not in
furtherance of one or more exempt p?rposes. ‘

I ]

Section 1.501(c) (3)~1(c) (1) ofi the regulations provides that
an organization will be regarded as;"operated exclusively" for
one or more exempt purposas only if; it; engages primarily 'in
activities which accomplish one or more of such exempt purposes
specified in section 501(c) (3). An, organization will not be so
regarded if more than an insubstantial; part of its activities is-
not in furtherance of an exempt purpose,

section 1.501(c) (3)-1(c) (2) of the regulaticns provides that
an organization is not operated exchusively for one or more '
exempt purposes if its net earningsi inure in whole or in‘part to.
the benefit of private shareholders) or: individuals. This section
‘cross references the definition of private shareholder which is |
contained in paragraph (¢) of section 1.501(a)-1, That paragraph
provides that the words private shareholder or individual in j
section 501 refer to persons having a personal and private
interest in the activities of the arganization.
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Section 1.501(c) (3)-1(d) (1) (ii): of the regulations prov1des
that an organization is not organized or operated axclusively for
one or motre of the purposes specified in section 501(c¢) (3) unless
it serves a public rather than a private interest. Thus, to mest
the requirement of this subsection of the regqulations, it is
necessary for an organization to establish that it is not
organized or operated for the benefit of private interests such
as designated individuals, the creatpr or his family,

shareholders of the organization, or~persons controlled, directly,

or indirectly, by such private 1ntarests.'

Prior to the Service raccgnizing you as an organization
described in section 501(c) (3) of the Code, you must establish
that you are organized and operated exclusively for charitable
purposes. To meet the operational test you must establish (i)
you engage primarily in activitiaes which accomplish one or more
exempt purposes specified in section 501(c)(3), and (ii) you are
not operated for the benefit of private interests such as-
designated individuals, the creator br his family, shareholders
of the organization, or persons controlled, directly or
indirectly, by such private interests.;

Section 5.01 of Revenue Procedure 90—27 1990-1 C.B.: 514,
provides that a ruling or determination letter will be issued to
an organization, provided its applicatlon and supportlng
documents establish that it meets the particular requirements of
the section under which exemption is claimed. Under section 5.02
of Rev. Proc, 90-27, exempt status of an organization will be

recognized in advance of operations'if ‘proposed operationsg can be

described in sufficient detail to pérmit a conclusion that the
organization will clearly meet the par;;cular requirements of the

section under which exsmption is claimed. A mere rastatement of .

purposes or a statement that proposead’ activities will be in’
furtherance of such purposes will not satisfy this requirement.
The organization must fully describe the activities in which it
expects to angage, inc¢luding the standards, criteria, procedures
or other means adopted or planned for carrying out the
activities, the anticipated sources: iof ireceipts, and the nature
of contemplated expenditures. Where ‘the organization cannot
demonstrate to the satisfaction of the;Service that its proposed
activities will be exempt, a recordiof: actual operations may be
required before a ruling or datermlmation letter will be issued.

You have stated that you do not antic:.pate leasing
commercial space, hxr;ng staff and commencing your operations
until you have received a determination letter from the Service
that you are an organxzatlon described! under section 501(c)(3) of
the Code. At this time, you have no operations or av1dence of
potential operations which will assistithe Service in determining
that you will be operated exclusively for exempt purposes. .
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potential operations which will assiéﬁ Ehe Service in dete&mining
that you will be operated exclusively for exempt purposes.:

You have also stated that after.you have begun your

operations,

salaries for the officers will be based upon
comparable jobs in the marketplace, education and expertise.
of the members of your board of directors (two of whom are also

All -

officers) provida services to you and you do not have indépendent:
directors who will establish the salaries for such directors. o

Without evidence of your operations,

fat!this time, we cannot

determine whether you will not be operated for the benefit of
private interests such as your officers: and directors.

Based upon the above discussion, we conclude that you have

failed to estabish that you qualify
501(e) (3) of the Code.
tax returns on Form 1120.

Contributions to you are not de

tha Code.

for: exemption under section

You are requ?taa to file federal income

auctible undey section 170 of .

You have the right to protest tﬁisfruling if you believe it

To protest, you shoul:
views, with a full explanation of your reasoning.

d submit a statement of your
This

statement, signed by one of your offiicers, must be submitted

within 30 days from the date of this| letter.

You also have a

right to a conference in this office after your statement is

submitted.

You must request the conferehce, if you want one,
when you file your protest statement.

If you are to be

represented by someone who is not one of your officers, that
person will need to file a proper power of attorney and otherwise
qualify under our Conference and Practice Requirements.

If you do not protest this rulil
will be considered by the Internal R
to exhaust available administrative
of the Code provides, in part, that
decree under this section shall not
unless the Tax Court, the United sta
or the District Court of the United
Columbia determines that the organiz

ng iin a timely manner, it
evenue Service as a failure
raemedies. Section 7428 (b) (2)
a declaratory judgement or
be iissued in any proceeding
tes Court of Federal Claims,
States for the District of
ation involved has exhausted

administrative rewedias available ta
Revenue Service. '

it within the Internal

If we do not hear from you within 30 days this ruling will
become final and copies will be forwarded to your key district

office.

Thereafter, any questions abotit your federal income tax
status should be addressed to that ¢ffice.

The appropriate State

Officials will be notified of this action in accordance with Code

section 6104(c).




When sending additional letters toius with respect td this . o
case, you will expedite their receipt by using the following
address: S '

In & i oo ;

11 Constitutlion Ave) :N.W.
Washington, D,¢. 20224 °

If you have any questions, pleaég contact the person whos
name and telephone number are shown in the heading of this
letter.

Sincérely,

ce: _
Information Copy: Chief, EP/EQ: Division




